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Abstract It is highly complicated in the today‟s market find well knowledge, coached and highly motivated 
people .human resource is one of the most imp back office operations of any organization or business .their 
skills, creativity ,ability human cannot be replaced by machines .we can loss efficiently in work if no qualitative 
people. at all levels and areas of the business or firm human efficiency is required with machine but machine 
can‟t .hence, industry like advertising and direct marketing for instance human talent is more valuable among 
other else. No machine can ever come up with a unique advertising idea without the human input .thus 
companies must learn to recognize and appreciate the value of their employees. It is worth and capital 
investment. that is why firms also need to search people those are on capital investment along with capital 
(money)while many entrepreneurs are focused on securing capital they have to make suite they want to attract 
investor create value and maximum wealth. Solid management team in what set a company apart with venture 
capitalists .this paper reviews the contribution of human resource to an organization and its valuation, thereof. a 
detailed analysis is made of the main costs related to human resources from the points of view of external and 
internal 9or managerial) accounting in regard to an Indian scenario. 
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1) INTRODUCTION  
Human beings are the most valuable resource. 
Employees are the greatest assets of an 
organization and the success or failure depends on 
the skill and the performance of the employees 
.almost all the large sized organizations have a 
separate HRD department. human resource 
accounting is a process of identifying and 
measuring data about humans resource and 
communicating this information to the interested 
parties .HRA helps the management in taking 
managerial decision relating to 
selection,layoff,transfers,training,promotion etc-
attempts to account the HR are not new. it was 
rensis likert who initiated research into HR 
accounting in the sixties and in organizations 
starting with the milkwanke braves USA (1963), 
which was the first organization to experiment with 
the concept of HRA, by treating its investments in 
future team development as an asset to be 
capitalized and amortized over its expected useful 
life rather than as an expense in the period 
incurred. the concept of recognizing human being 
as an assets is an old one in India,akbar gave 
importance to the nine jewels (counties).the names 
of freedom fighters like mahatma Gandhi,pandit 
Nehru can‟t be forgotten in the history of freedom 
movement of India but no one made efforts to 
assign any monetary value to such individuals in 
the balance sheet of the nations.indian companies 
act 1956 does not provide any scope for furnishing 
any significant information about human resource 
in financial statement but a growing trend towards 
the measurement and reporting of human assets, 
some companies in public and private sector. 
2) HUMAN RESOURCE 
ACCOUNTING: THE INSIGHT 
HRA is a process of assigning, budgeting and 
reporting the cost of human resource incurred in an 
organization, including wages and salaries and 
training expenses. It is the activity of knowing the 
cost invested for employees towards their 
recruitment, training them, payment of salaries and 
other benefits paid and in return knowing their 
contribution to organization towards its 
profitability. 
Definition of HRA  
“HRA is the process of identifying and measuring 
data about human resource and communicating this 
information to interested parties”. (American 
accounting association) 
“It is the process of measuring and reporting the 
human dynamics of an organization. It is the 
assessment of the condition of human resource 
within an organization and the measurement of the 
change in the condition through time.”(Davidson 
and Weil) 
It involves the following process: 
A) Identification of data on the investment on 
human resource 
B) Measurement and valuation of the 
economic resulted of such investment 
C) Presentation of the valuation in the annual 
financial statement 
In simple terms, it is an extension of accounting 
principles of matching the cost and revenues and of 
organizations data to communicate relevant 
information. The qualification of the value of 
human resources helps the management to cope up 
with the changes in its quantum and quality so that 
equilibriums can be achieved in between the 
required resources and the HRA provides useful 
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information to the management, financial analysis 
and employees as stated below: 
1. HR accounting helps the management in 
employment and utilization of human 
resources 
2. It helps in deciding 
transfers,promotion,training and 
retrenchment of human resources 
3. It provides a basis for the planning of 
physical assets vis-à-vis human resources 
4. It helps in evaluating the expenditure 
incurred for imparting further education 
and training of employers in terms of the 
benefits desired by the firms. 
5. It helps to identify the causes of high labor 
turnover at various levels and taking 
preventive measures to contain it 
6. It helps in locating the real cause for low 
return on investment like improper o 
under-utilization of physical assets or 
human resources or both 
7. It helps in understanding and assessing the 
inner strength of an organization and helps 
the management the steer the company 
well through the most averse and 
unfavorable circumstances 
8. It provides valuable information for 
persons interested in making long term 
investments in the firm 
9. It helps the employees in improving their 
performance and bargaining power. It 
makes each employees understand his 
contribution towards the betterment of the 
firm vis-à-vis the expenditure incurred by 
the firm on him. 
What is HR valuation? 
Assigning value to employees on the basis of their 
future economic services to the organization 
employees are values at the present worth of the 
service they are exacted to render during their stay 
for a particular period. 
3) OBJECTIVE OF HRA 
The aim of HR accounting is to depict the potential 
of the employees in monetary terms this con-cept 
can be examined from two directions i.e.: 
1) Cost of human resources : i.e. the 
expenditure incurred for recruiting 
,staffing and training the quality of the 
employees and  
2) Value of human resources: i.e the yield 
which the above investment-can yield in 
the future. 
Investment pattern: the human resource 
investment usually consists of the following items:- 
1) Expenditure on advertisement for 
recruitment 2) cost of selection 3) training 
cost 4) on the job training cost 5) 
subsistence allowance 6) contribution to 
provident fund 7) educational tour 
expenses 8) medical expenses 9) ex-gratia 
payment 10) employee‟s welfare fund  
All these items influence directly or indirectly the 
human resources and the productivity of the 
organization. 
Investment in current costs: after analyzing the 
investment pattern in the human resources of an 
organization the current cost of human resources 
can be ascertained. For this purpose, current cost is 
defined as the cost incurred with which derives 
benefit of current nature. These are the cost, which 
have little bearing n future cost. thus, the expenses 
incurred for the maintenance of human resources 
are termed as current costs. Current cost consists of 
salary and wages, dearness allowance, overtime 
wages, bonus, house rent allowance, special pay 
and personal pay. 
4) NEED AND IMPORTANCE OF HR 
VALUATION AND ACCOUNTING  
HR valuation tells the potential investors about the 
human asset of an ompany.yhe investors can assess 
the returns from human assets which infects in the 
return they get form the people who are managing 
thus investments. It also assures the customers the 
company that it has the requisite human capital 
reserves to service their demand. The employees of 
the company also feel assured when they come to 
know that they are counted as serves as tool for 
improved performance appraisal and man power 
assessment. It also helps the management in 
realizing the present value of its future commitment 
o providing employee compensation. It also helps 
the management in taking appropriate decision 
regarding the use of human assest.managers get 
valuable feedback regarding the effectiveness of 
their HR policies and practices. 
5) BENEFITS OF HRA 
The main benefits of human resource accounting 
are:- 
1) HR accounting helps the company 
ascertain how much investment it has 
made on its employees and how much 
return it can expect from this investment 
2) The ratio of human capital to non-human 
capital computed as per the HR amounting 
concept indicates the degree of labor 
intensity of an organization 
3) HR accounting provides valuable 
information to investors interested in 
making long-term investment in service 
sector companies 
6) ADVANTAGES AND PROBLEM OF 
HRA 
Advantages  
1) Information for manpower planning:-
HRA provide useful information about the 
cost and value of human resources. It 
shows the strengths and weakness of the 
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human rsources.all this information helps 
the managers in planning and making the 
right decisions about human resources 
.thus, it provides useful information for 
manpower planning and decision making. 
2) Information for making personal 
policies: - HRA provides useful 
information for making suitable personnel 
policies about promotions, favorable 
working environment, job satisfaction of 
employees etc. 
3) Utilization of human resources:- HRA 
helps organization to make the best 
utilization of human resources 
4) Proper placement: - HRA helps the 
organization to place the right man in the 
right pore pending on his skills and 
abilities. 
5) Increase morale and motivation: - HRA 
shows that the organization cares about 
the employees and their welfare. This 
increases their morale and it motivates 
them to work hand and achieve the 
objective of the organization. 
6) Attract best human resources: - only 
repute organizations conduct HRA.so 
competent and capable people want to join 
organizations. Therefore, it attracts the 
best employees and managers to the 
organization. 
7) Designing training and development 
programs:- HRA helps the organization 
to design(make) a suitable training and 
development program for its employed 
and managers 
8) Valuable information to investors: - 
HRA provides valuable information to 
present and future investors. They can this 
information to select the best company for 
investing their money. 
Limitations/problems of HRA 
1) The valuation of human asset is based on 
the assumption that the employees are 
going to remain with the organization for 
a specified period .however; this 
assumption is wrong because employee 
mobility is very high. 
2) The human resource accounting may lead 
to the dehumanization in the organization. 
if the valuation is not done correctly or the 
results of the valuation are not used 
properly 
3) I the case of financial accounting, these 
are certain specified accounting standards 
which every organization must 
follow.however,these are no standards for 
HRA.each organization has its own 
standards for it so, there are no uniform 
standards for it therefore, the HRA of two 
organizations can‟t be compared 
4) There are no specific and clear cut 
guidelines for „cost‟ and „value‟ of human 
resources of an organization. the present 
valuation systems have many limitation 
5) The life of a human being is uncertain .so 
its value is also uncertain. 
6) CORPORATE HRA PRACTICES 
Let us have a glimpse of the HRA practices 
adopted by different organizations in India. 
The Indian companies‟ act 1956 does not make 
it compulsory for a company, whether it is a 
public one or a private one to report on HRA 
in their financial reports. However some 
companies still value their HRs and report 
them annually a supplement to their 
accounting reports A list of some of those 
companies in India is: 
PUBLIC SECTOR ORGNIZATIONS 
 Bharat heavy electrical ltd(BHEL) 
 Cement corporation of India(CCI) 
 Oil India ltd (OIL) 
 Oil and natural gas commission 
(ONGC) 
 Steel authority of India ltd( SAIL)  
 Minerals ad metals trading 
corporation of India (MMTC) 
 Engineers India ltd (EIL) 
 Hindustan shipyard ltd (HSL) 
 Project and equipment corporation of 
India (SPIC) 
PRIVATE SECTOR ORGANIZATIONS 
 Tata engineering and locomotive 
works (TELCO) 
 The associated cement 
company(ACC) 
 Southern petro chemical industries 
corporation (SPIC) 
 Infosys 
In the financial year 1995-96.infosys technologies 
(Infosys) became the first software company to 
value its human resources in india.the company 
used the lev & Schwartz model (refer exhibit I) and 
valued its human resources assets at rs 1.86 
billion.infosys had always given utmost importance 
to the role o employees in contributing to the 
company‟s succss.aalysis felt that human resources 
accounting (HRA) was a step further in Infosys, 
focus on its employees. Narayana Murthy, the 
then chairman an managing director of Infosys, 
said: “comparing this figure over the years will 
tell us whether the value of our human 
resources is appreciating or not. For a 
knowledge intensive company like urs, that is 
vital information.” 
Thus basic premise underlying the theory of HRA 
are as follows: 
 People are valuable resources of an 
enterprise. 
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 The usefulness o manpower as an 
organizational resources is determined by 
the way in which it is managed 
 Information on investment and value of 
human resources is useful for decision 
making in the enterprise 
7) HUMAN RESOURCE VALUATION 
METHOD  
There are several methods of HR valuations and 
accounting and there are broadly divided into two 
categories: the monitory measures and non-
monetary measures: 
A) Monetary measure includes: 
1) Historical cost method : it suggests 
capitalizing the expenditure of the firm 
.incurred on recruitment and selection, 
training and development of the 
employees and treats them as the assets of 
the organization for the purpose of HR 
accounting .this method suffers from a 
limitation that the capitalization of costs 
does not reflect its true value. The total 
performance has t be judged in relation 
with the total cost associated with the HR 
to reflect its value. (This method is the 
only method o HRA which is based on 
sound   accounting principles and policies. 
2) Replacement cost approach: the cost of 
replacement of individual and the re-
building cost of organization is assessed to 
reflect the HR asset value of the 
individuals and the organization. However 
this method may not reflect either the 
actual cost or the contribution associated 
with HR. 
3) Opportunity cost method: this method 
envisages the amputation of monetary 
value and the allocation of people to the 
most promising activity and thereby 
assesses the opportunity cost of main 
employees through competitive bidden 
among the investment centre. 
B) Economic value Approach includes: 
The value o an object, in economic terms ,is 
the present value of the services that it is 
expected to render in future.similarly,the 
economic value o human resources I the 
present worth of the services that they are 
likely to render in future. This may be value of 
individuals, group or the total human 
organization. 
1) Lev and Schwartz model: the basic 
theme of lav, Schwartz model is to 
compute the present value of the 
future direct and indirect payments to 
their employees as a measure o their 
human resource value. While doing 
so the common assumptions set by 
the Indian companies are the pattern 
of employee compensation. Normal 
career growth, and weightage for 
effiianecy.moreover, ompanies adopt 
this model to their practical 
requirements by making necessary 
alterations. This method of 
accounting is basically oriented 
towards measuring changes in the 
employee‟s value rather than 
employers, gains from the employees. 
Unless the employee‟s payments are 
directly linked to employee 
productivity or the company 
performance, the changes in the value 
of employees will not reflect the 
changes in the employee‟s 
contribution. 
2) Flamholtz’s stochastic rewards 
valuation model: the movement or 
progress of people through 
organizational „states‟ or roles, is 
called a stochastic process. the 
stochastic rewards model is a direct 
way of measuring a person‟ expected 
conditional value and expected 
realizable value, it is based on the 
assumption that an individual 
generates value as he occupies and 
moves along organizations roles, and 
renders service to the organization. 
3) Flamholtz’s model of determinants 
of individual value to formal 
organizations: accounting 
Flamholtz‟s, the value of an 
individual is the present worth of the 
services that he is likely to render to 
the organization in future. As an 
individual moves from one position to 
another, at the same level or at 
different levels, the profile of the 
services provided by him me likely to 
changes. the present cumulative value 
of all the possible services that may 
be rendered by him during his/her 
association with the organization is 
the value of the individual 
4) Hekimian and Jones competitive 
bidding model: in this method, an 
internal market for labor is developed 
and the value of the employee is 
determined by the 
managers.manaegers bid against each 
other for human resources already 
available within the organization .the 
highest bidder „wins „the resource. 
There are no criteria on which the 
bids are based rather; the managers 
rely only on their judgments. 
c) Measurement of group value 
1)  The likert and bowers model: likert 
and bower propose casual, intervening and 
end result variables which determine the 
group‟s value to an organization. Casual 
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variables are those which can be 
controlled by the organization. These 
variables include managerial behavior and 
organizational structure. Intervening 
variables reflect organizational 
capabilities and involve group processes, 
peer leadership, organizational climate, 
and the subordinate‟s satisfaction. Both 
the casual and intervening variables 
determine the end result variables of the 
organization. 
2)  brummet Flamholtz’s and Pyle’s 
economic value model: these all follows 
the principle that a resources‟ value is 
equal to the present worth of the future 
services it can be expected to provide, and 
therefore it can provide a basis of 
measuring the value of a group of people 
.according to this mthod, groups of human 
resource should be valued by estimating 
their contribution to the total economic 
value of the firm. Thus a firm‟s forecasted 
future earnings are discounted to 
determine the firm‟s present value, and a 
portion of these earnings is allowed to 
human resources according to their 
contribution. 
3) Hermanson’s unpurchased goodwill 
model: according to hermanson, the 
unpurchased goodwill notion is based on 
the premise that „the best available 
evidence of the present existence of un-
owned resources is the fact that a given 
firm earned a higher than normal rate of 
income for the most recent year. Here 
hermanson‟s is proposing that 
supernormal earning is an indication of 
resources not shown on the balance sheet, 
such as human assets. 
4) Myers and flower’s five dimensional 
models: M.scott Myers and Vincent s. 
flowers in their framework for measuring 
human assets have propose a procedure 
for assessing the workforce of an 
organization and estimating the cost of 
various inputs to improve the 
effectiveness of human organization.The 
five dimensions listed out by them 
include: 
1) Knowledge 2) skills 3) health 4) 
availability 5) attitude  
The attitude scores are eighted based on positions 
and tenure to determine the attitude the fire 
dimensions are considered to be factorial rather 
than additive. According to Myers and flowers, if 
one is lacking, the others are rendered 
correspondingly ineffective. Before deciding to 
improve one dimension consideration must be 
given to the level of others. 
(2) Non-monetary measures:  
(a) Expected realizable value method 
The elements of expected realizable value like the 
productivity, transferability and promote-ability are 
measure using personal research, appraisal 
techniques or other objective methods. The 
productivity is measured by objective indices and 
managerial assessment. The promote-ability and 
transferability are measured in terms of potential 
using psychometric tests and subjective 
evaluations. 
(b) Discounted present value of future earnings 
 
This method was use by Rensis Likert who 
proposed three sets of variables-casual, 
intermediate, output. These helped in measuring 
the effectiveness over a period of time. Casual 
variable include leadership style and behavior, the 
intermediate variable are morale, motivation, 
commitment to goals etc. and these in turn affect 
the output variables like production, sales, profit 
etc 
8) OBJECTIONS AGAINEST TH 
TREATMENT O PEOPLE AS 
ASSETS  
There are several objections to the treatment of 
people as assets in accounting sense but they have 
been by and large over ruled. They are: 
1) The first objection is that the people are 
not owned by the organization like other 
physical. 
2) Another argument is that there is no 
assurance of future benefits from human 
resources. 
3) One more objection to human resources 
accounting is that it may not be 
recognized by tax laws. 
9) WHY HR HAS NOT FOUND THE 
PLATFORM?  
 A number of models have been developed 
for the valuation of HR‟s of an 
organization, but it s difficult to collect 
data to fit the models. That apart, the 
authoritative bodies do not recommend for 
the introduction of a pacific 
model.therefore,no uniform principle or 
standard is established for the 
measurement of such reasources. 
 The management are least interested in the 
valuation of HR‟s on the following 
grounds- 
1) The valuation models are very 
complex to comprehend and 
implement 
2) Most of them are least interested in 
highlighting the value of their 
subordinates, introduction of the 
system does not entitle an 
organization tax relief on the 
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expenses on Hr development 
programme. 
 The investors as well as the management 
of the profit-seeking organizations are 
interested in the magnitude of profit 
earned by the entity. The system of 
HRA,in fact, neither assists in enhancing 
the profit structure, nor helps in presenting 
the financial data in brighter way 
 Since the values are based on estimates 
rather than on exchanges, the resultant 
statements are sometimes considered 
subjective, surmise and imaginative. 
 As no ownership can be claimed on HRs, 
they cannot be sold in need. Most of the 
people concerned are, therefore, reluctant 
to measure and report such resources in 
the financial statements. 
10) FUTURE OF HRA  
Historically, human resources accounting and 
costing focused on how much employees cost 
an organization, without evaluating the value 
of the employee to the business. As the world 
moves into the information age, intellectual 
knowledge s a business asset is becoming 
increasingly important. Recording, evaluating 
and assigning value to this intangible asset is 
one of the primary focuses of the evolution of 
humans‟ resources accounting. 
11) CONCLUSION  
Overall, even, valuating human resources appear to 
be important to Indian organizations, most 
organizations do not value their human resources 
and plans to implement valuation of human 
resource are at a very early stage. Despite the 
interest in valuation there will be little or moderate 
progress in the areas over the next five to ten year. 
In order to show greater progress more needs to be 
done at both the theatrically and practical level. 
More search into valuation methods and models 
and the practical implications of there is needed 
together with the engagement of both human 
resource an accounting professionals in the debate 
on valuation and its implementation in practice. 
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